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EGYPT— 1977 

KEY  POINTS 

— Meaningful  progress  this  year  in  Middle  East  peace  negotiations  will 
he  critical  for  President  Sadat,  Egypt’s  domestic  problems  limit  his 
ability  to  wait  long  for  substantial  movement,  wlr'e  intra-Arab 
pressures  constrain  his  ability  to  negotiate  Independently  of  the  other 
Arabs. 

— Egypt's  economic  situation  presents  Sadat  with  a scries  of  dilemmas: 

— Cairo  is  dependent  on  major  Arab  oil  producers  to  finance  a 
persistent  and  sizable  external  financial  gap,  but  lack  of  a long- 
term cash  assistance  agreement  reduces  political  flexibility,  deters 
economic  planning,  and  promotes  recurrent  financial  crises. 

— Relaxation  of  economic  restrictions  has  created  a class  of  nouveau 
riche  without  satisfying  the  rising  expectations  of  the  Egyptian 
masses. 

— Economic  reforms  needed  to  promote  long-term  growth  will 
aggravate  the  causes  of  popular  discontent  in  the  short  run.  The 
riots  in  January  1977  will  make  the  government  even  more 
cautious  in  implementing  economic  reforms. 

— Substantial  alleviation  of  consumer  grievances  is  unlikely  in  1977. 
Egypt's  ports  and  distribution  system  could  not  effectively  accom- 
modate a sudden  increase  in  deliveries  of  consumer  goods,  and 
cash  aid  could  do  little  to  relieve  some  of  the  most  critical  needs  of 
the  Egyptian  consumer,  e.g.,  housing.  However,  awareness  in 
Egypt  that  additional  aid  was  being  provided  could  have  a 
favorable  political  impact  for  Sadat  in  the  current  year, 
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— The  failure  of  the  USSR  to  repluco  all  of  Egypt's  war  losses,  the 
reduction  In  Soviet  arms  deliveries,  and  Israel's  substantial  military 
build-up  and  modernization  program  have  resulted  In  a relative 
diminution  of  Egypt’s  ability  to  wage  war  against  Israel  since  the 
1973  wur.  This  dcercuse  In  military  capabilities  would  not  nccessurlly 
prevent  Egypt,  together  with  other  Arub  states,  from  undertaking 
military  action  to  uchievc  political  objectives, 

— There  ure  signs  of  dissatisfaction  among  the  military,  the  regime’s 
chief  prop,  over  both  economic  grievances  and  the  relative  decline  in 
military  capabilities. 

— The  danger  of  Sadat's  removal  will  increase  If  there  Is  no  visible 
improvement  in  economic  conditions  or  some  perceived  movement 
In  peace  negotiations. 

— Developments  during  1977  will  be  of  crlticnl  importance  not  only  for 
Sadat's  domestic  stability  but  also  for  the  US  position  in  Egypt. 
Sudat  will  test  the  US,  both  on  its  ability  to  produce  progress  in  peace 
negotiations  and  on  its  willingness  to  assist  Egypt  in  obtaining  arms. 

— Sadat’s  domestic  credibility  depends  to  a large  extent  on  his  ability 
to  demonstrate  that  the  relationship  with  Washington  can  produce 
tangible  results. 

— If  within  a few  months  after  the  Israeli  elections  in  May  no 
progress  appears  possible  on  the  arms  issue  and  the  US  does  not 
succeed  in  starting  peace  negotiations,  Sadat  is  likely  to  pull  back 
from  his  close  ties  to  the  US. 


—Estrangement  from  the  US  would  not  necessarily  mean  a return  to 
close  ties  with  the  Soviet  Union  so  long  as  Sadat  remained  in  office. 


— A less  substantial  rapprochement,  permitting  a limited  flow  of 
arms,  might  be  possible.  This  would  also  be  designed  to  keep 
pressure  on  the  US  Government. 
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DISCUSSION 


I.  INTRODUCTION 

1.  Serious  civil  disorders  In  January  over  economic 
decisions  by  the  government  highlighted  the  Increas- 
ingly close  relationship  between  Egypt's  economic 
problems  and  domestic  political  stability.  Other  as- 
pects of  * re  Egyptian  political  situation — such  as  Its 
rclutlons  with  other  Arab  states  and  Its  position  toward 
Middle  East  peace  negotiations— are  also  heavily 
influenced  by  critical  economic  problems. 

2.  After  more  than  a year  of  stalemate  In  Middle 
East  peace  negotiations,  President  Sadat  began  a 
concerted  effort  late  last  year  to  revive  the  settlement 
process.  Progress  In  peace  talks  will  be  of  critical 
Importance  to  Sadat  this  year,  but  he  faces  myriad 
problems  that  will  place  constraints— often  conflicting 
constraints — on  his  flexibility.  Egypt's  military  capa- 
bilities relative  to  Israel  have  declined  since  the  1973 
war,  discontent  with  Sadat's  government  is  rising,  and 
his  stature  among  the  other  Arabs  has  dropped  since 
his  conclusion  of  the  second  Sinai  agreement  in  1975. 

3.  Each  of  these  problems  will  affect  Sadat's  negoti- 
ating tactics.  Because  progress  toward  a settlement 
would  at  least  temporarily  divert  domestic  attention 
from  economic  and  military  Ills,  Sadat’s  domestic 
difficulties  provide  an  Impetus  to  negotiate,  but  they 
will  also  tend  to  limit  his  ability  and  willingness  to  be 
patient  with  the  mere  appearance  of  movement  or 
with  prolonged,  unproductive  talks.  At  the  same  time, 
his  delicate  position  with  the  other  Arab  states  and  his 
inability  any  longer  to  negotiate  independently  of 
them  will  limit  his  flexibility  on  substantive  issues. 

II.  THE  DOMESTIC  SETTING 

A.  Economic  Policies,  Strategy,  and 
Performance 

4.  President  Sadat  set  two  basic  economic  goals 
after  tie  succeeded  Nasir  In  1970.  Like  his  predecessor, 
he  hoped  to  push  economic  growth  well  ahead  of 
population  growth,  thereby  upgrading  human  welfare 


In  Egypt,  He  was  equally  determined  to  free  Egypt 
from  dependence  on  foreign  largesse— the  long-stand- 
ing reliance  on  the  USSR  for  arms  and  the  more  recent 
balance-of-paymcnts  support  from  l.lhyn.  National- 
ization of  private  firms,  haphazard  Implementation  of 
economic  plans,  and  Improvident  financial  policies 
under  Nasir,  however,  had  created  an  Import-depend- 
ent socialist  economy  unable  either  to  earn  or  to 
borrow  the  massive  amounts  of  foreign  exchange 
required  to  accelerate  growth. 

5.  As  one  wuy  of  escaping  from  this  dilemma,  Sadat 
attempted  to  create  a dual  economy.  In  order  to 
preserve  such  Inefficient  but  essential  state  Industries 
as  the  Hclwan  steel  mill  nnd  to  maintain  job  security 
for  Egypt’s  underemployed  urban  masses,  the  heavily 
subsidized  public  sector  was  initially  to  be  kept  Intact. 
Alongside  this  public  sector,  formation  of  un  extensive 
private  sector  In  collaboration  with  foreign  capital  was 
to  be  encouraged  by  liberal  Investment  guarantees. 
This  "open  door”  policy  soon  became  the  economic 
keynote  of  Sadat’s  government.  Sadat  regards  his 
policy  of  liberalizing  the  economy  as  part  of  his 
general  reorientation  of  Egypt's  foreign  relationships 
away  from  the  USSR  and  toward  the  West. 

6.  Relative  peace  and  substantially  increased  Arab 
aid  since  the  1973  war  have  permitted  some  Improve- 
ment in  the  performance  of  the  Egyptian  economy 
and  some  steps  toward  economic  liberalization.  Not 
only  has  the  real  rate  of  growth  risen  somewhat  above 
the  3 or  4 percent  maintained  from  1967  to  1973,  but 
postwar  progress  has  been  both  steodier  and  more 
soundly  based.  During  the  interwur  period,  most 
"growth"  consisted  of  expansion  in  the  public  sector 
wage  bill.  Now  oil  output  is  rising  steadily,  and 
reconstruction  in  the  Suez  Canal  area  has  caused  a 
sustained  boom  in  the  construction  Industry.  These 
leading  sectors  have  in  turn  affected  others.  A sharp 
upturn  in  steel  output,  for  example,  was  reported  In 
1975  for  the  first  time  in  more  than  a decade. 

7.  The  regime  has  devoted  considerable  effort  to 
creation  of  the  legal  framework  for  economic  liberal- 
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Izutlon.  A revised  foreign  Investment  law  passed  In 
11)74  still  needs  refinement,  Imt  Is  the  most  liberal  III 
force  today  In  (lie  Middle  Eust.  Other  legislation  lias 
begun  to  loosen  the  bold  of  the  socialist  bureaucracy 
on  the  economy.  More  Importunl,  private  Egyptian 
entrepreneurs  are  now  receiving  active  encourage- 
menl.  Nonetheless,  after  six  years  In  office,  Sadat  Is 
still  far  short  of  attaining  Ills  major  economic  goals. 

8.  Since  the  1073  war  Egypt's  dependence  on 
externul  financial  resources  has  Increased  rather  than 
diminished.  As  u consequence  mainly  of  Inflation, 
urbanization,  and  population  growth,  Egypt's  current 
account  deficit  rose  from  $650  million  to  52.5  billion 
between  1973  and  1975  (see  chart),  Almost  ull  of  this 
Increase,  together  with  most  purchases  of  military 
hurdwure,  has  been  covered  by  official  aid  from 
conservative,  oil-producing  Arab  states — Saudi  Ara- 
bia, Kuwuit,  and  the  United  Arab  Emirates  (UAE)— 
the  only  sources  both  willing  und  able  to  provide  the 
amounts  reepdred.  Private  capital  Inflow  bus  been 
accelerated  only  in  those  areas  traditionally  attractive 
to  Arab  investors— tourism  und  finance — and  In  the 
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petroleum  sector  where  foreign  firms  have  always 
played  a prominent  rule. 

1).  Internally,  Sadat  also  Is  confronted  with  a 
chronic  financial  crisis.  In  order  to  maintain  living 
standards  In  the  face  of  world  Inflation,  the  regime 
lias  resorted  to  heavy  subsidization  of  husle  consumer 
goods.  To  overt  unemployment  despite  a burgeoning 
urbun  population  nnd  slow  growth  In  employment 
opportunities,  Jobs  liuve  been  guaranteed  In  the 
public  sector  to  ull  qualified  graduates  of  Egypt’s 
technical  und  professional  schools.  These  mcusurcs 
have  created  a spiraling  state  budget  deficit  that  feeds 
the  very  Inflation  that  subsidies  were  in  part  designed 
to  offset.  Most  qualified  observers  believe  that 
Inflation  has  climbed  to  20  percent  since  the  1973 
war,  While  this  Is  modest  compared  to  rates  elsewhere 
in  the  Arab  world  nnd  comparable  to  Inflation  In 
muny  developed  countries,  It  Is  traumatic  to  n 
generation  of  Egyptians  who  have  been  Insulated 
from  price  changes. 

10.  An  overgrown  bureaucracy  is  also  Impeding 
progress  in  the  traditional  public  sector.  Egypt  has  yet 
to  unveil  the  1976-80  plan,  even  though  Its  first  year 
has  passed.  This  failure  has  contributed  to  slow 
utilization  of  project  aid;  failure  to  carry  through  with 
projects  will.  In  turn,  maintain  Egypt's  persistently 
deficient  economic  infrastructure  as  a major  deterrent 
to  foreign  investment  and  economic  growth. 

nf 


12,  Until  recently,  Sadat  has  let  the  supervision  of 
most  economic  affairs  to  Prime  Minister  Salimj 

J [A  new  economic 

team  appointed  in  November  I976''qnd  headed  by 
prominent  economist  Abdul  MimimN3aysuni  as 
Deputy  Prime  Minister  for  Economic  Affqirs  has 
lately  given  evidence  of  greater  efficiencyNand 
dynamism  in  carrying  out  economic  policy.  Even  this 
economic  team  will  meet  obstacles,  however,  in 
cutting  through  the  Inertia  and  red  tape  that  create 
Egypt’s  bureaucratic  morass. 
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(luirrs  have  recently  reinstall'd  the  subsidies  estnh- 
I hlieil  hy  the  197-1  Hnhnt  Mimmll— which  liiul  been 
uliiimlmied  In  1975  after  a single  round  of  cllslrtir.se- 
ilirnts.  Already  $570  million  has  been  authorized  for 
11)77  ■ ltd  another  $570  million  In  retroactive  197(1 
payments  may  he  approved.  If  so,  these  payments,  the 
Khartoum  subsidies  from  Arab  donors,  US  aid,  project 
aid  from  other  sources  and  some  private  Investment 
will  finance  ull  hut  about  $‘100  million  of  Egypt's 
11)77  payments  gup.  With  Cairo's  credit  rattan  once 
attain  refurbished  hy  u last-ditch  Arab  rescue  effort 
this  Rap  should  he  relatively  easy  to  accommodate, 

19.  Substantial  alleviation  of  consumer  Rrlevuuces 
would  he  unlikely  in  1977  even  If  considerable  larger 
amounts  of  cash  assistance  were  made  available. 
Egypt's  clogged  ports  and  decrepit  Internal  distribu- 
tion system  cannot  accommodate  a sudden  Increase  In 
deliveries  of  consumer  goods  and.  In  any  euse.  cush 
aid  would  do  little  to  relieve  the  critical  needs  felt  by 
the  Kgyptiun  consumer  In  such  Important  urcus  as 
housing,  public  transportation,  and  other  services. 
Kgyptiun  uwnreness  of  such  additional  assistance, 
however,  could  huve  some  fuvorublo  political  Impact 
for  Sadat  in  1977. 

20.  Even  though  foreign  assistance  for  Investment 
purposes  should  he  ample,  projections  over  the 
medium  term  to  1980  suggest  that  Egypt  will  continue 
to  seek  bulunce-of-paymcnts  support.  The  amount 
sought  will  depend  upon  the  economic  policies  Egypt 
starts  to  implement,  hut  will  he  sizable.  Probably  the 
only  countries  cupahle  of  providing  support  on  the 
scale  sought  arc  Saudi  Arabia,  Kuwait,  and,  to  a lesser 
extent,  the  UAE, 

21.  In  seeking  the  levels  of  balance-of-payments 
financing  that  will  be  required  in  the  future.  Sadat 
faces  a serious  dilemma.  The  economic  reform  pack- 
age now  being  discussed  with  the  International  Mone- 
tary Fund  (IMF)  would  involve  some  increase  in 
inflation  and  some  reduction  in  consumption  in  the 
short  run.  The  political  consequences  of  such  reduc- 
tions were  dramatically  illustrated  In  the  riots  over 
price  rises  in  January.  On  the  other  hand,  failure  to 
adopt  such  measures  would  jeopardize  long-term  eco- 
nomic development  and  could  alienate  Arab  donors. 
Sadat  hopes  that  this  conflict  between  political  and 
economic  requirements  will  be  resolved  during  current 
negotiations  with  the  IMF  or  during  a meeting  of 
major  donors  to  be  convened  this  year  by  the  Interna- 
tional Bank  for  Reconstruction  and  Development 


(lliltl)).  if  no  resolution  Is  forthcoming,  Sadat  Is  likely 
In  elect,  for  political  reasons,  to  funcllim  economically 
on  an  ml  hoc  basis.  Imping  that  Aral)  donors  will 
continue  to  rescue  him  from  the  brink  of  financial 
disaster. 

C.  Domestic  Political  Outlook 

22.  As  demonstrated  by  the  riots  In  January,  Sndut 
lias  Inst  much  of  the  close  control  he  formerly 
exercised  over  domestic  affairs,  particularly  over 
economic  mailers./ 

las  a result  a growing 

sense  ot  drill  ami  almiessnesTls  gripping  the  govern- 
ment. Only  his  own  rcussertlon  of  close  control  Is 
likely  In  arrest  this  process.  Although  la  reernt  months 
lie  bus  taken  steps  In  strengthen  the  country’s 
economic  mid  financial  policymaking  muchlncry  hy 
the  appointment  of  a respected  and  potentially 
effective  Deputy  Prime  Minister  for  Economic  Affairs, 
the  economic  situation  remains  Ills  greatest  political 
problem. 

23.  The  two  disengagement  agreements  following 
the  1973  svur  brought  with  them  widespread  anticipa- 
tion In  Egypt  that  a respite  from  preparations  for  war 
would  give  the  government  time  to  concentrate  on 
revitalizing  the  economy  and  would  encourage  the 
foreign  Investment  that  would  bring  economic  pros- 
perity. Sudal  encouraged  these  hopes,  but  popular 
expectations  hnvc  not  been  met,  und  discontent  over 
economic  grievances  is  rising. 

24.  Strikes  by  laborers  seeking  wage  Increases  have 
become  a more  frequent  occurrence  over  the  last  six 
months  or  so;  the  demonstrations  over  price  rises  in 
late  January  were  the  most  serious  manifestation  yet 
of  the  intensity  of  discontent  over  the  economic 
situation.  The  regime's  chief  prop,  the  military 
establishment,  is  also  increasingly  affected  by  the 
economic  squeeze.  During  1976  there  were  several 
demonstrations  of  dissatisfaction  by  Individual  mili- 
tary units,  most  centering  on  economic  problems,  and 
military  officers  repeatedly  made  their  grievances 
known  to  government  leaders.  During  the  riots,  the 
military  remained  loyal,  but  Sadat  may  not  receive  Its 
support  should  similar  crises  recur. 

25.  Popular  discontent  is  reinforced  by  the  stark 
contrast  in  living  conditions  presented  by  a small  but 
conspicuous  group  of  newly  rich  who  have  profited — 
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some  Icgillmiitcly,  others  not — by  Sadat's  economic 
policies  Imlccd,  Sadat's  Inner  circle  Is  the  turret  of 
hitler  criticism;  Sadat  himself  Is  Increasingly  held 
responsible.  The  popular  belief  that  corruption  per- 
vades virtually  all  levels  of  the  government  adds 
further  to  the  discontent  The  government's  failure  In 
lake  legal  action  against  discredited  high-level  offi- 
cials and  a widespread  black  market  urc  the  most 
evident  f.xamples. 

2H.  Since  llelrut  lost  Its  role  as  the  financial  center  of 
the  Middle  Last,  large  numbers  of  wealthy  Arabs  have 
been  attracted  to  Cairo's  freer  postwur  political  and 
economic  environment  and,  along  with  the  Egyptian 
nouveam  riches  have  formed  a new  elite.  Deterred 
from  investing  by  lack  of  an  organized  capital  murket, 
a dearth  of  small  business  opportunities,  and  a 
traditional  preference  for  commercial  activities,  tills 
group  has  spent  Its  money  on  expensive  Imported 
goods,  real  estate,  and  other  forms  of  conspicuous 
consumption.  Tills  situation  has  driven  the  price  of 
muny  goods  and  services  beyond  the  reach  of  most 
middle-class  Egyptians  and  has  created  un  Increased 
desire  for  Imported  consumer  goods  by  Egypt's  urban 
millions. 

27.  Some  safeguards  have  been  built  Into  the 
economy  to  relieve  pressure  on  the  urban  population. 
Freedom  of  emigration  has  permitted  many  Egyptians 
to  seek  their  fortune  in  affluent  Arab  countries,  and 
the  goods  they  purchase  abroad  arc  supplied  to  their 
families  or  to  the  myriad  private  shopkeepers  in 
Egyptian  cities.  By  moonlighting  extensively  In 
Egypt's  increasingly  informal  service  economy,  many 
urban  Egyptians  huve  been  able  to  satisfy  their  desire 
for  these  imported  goods,  us  well  as  their  need  for 
more  essential  commodities. 

28.  Nonetheless,  major  portions  of  the  population 
see  themselves  falling  behind,  and  dissatisfaction  with 
the  government  has  become  a critical  problem.  Leftist 
agitators  are  exploiting  economic  grievances,  particu- 
larly the  widening  gap  between  rich  and  poor,  in  an 
effort  to  stir  up  further  discontent,  while  rightist 
religious  agitators  attempt  to  arouse  public  denunci- 
ation of  the  materialism  associated  with  more  liberal 
economic  policies.  Although  the  January  disturbances 
began  spontaneously,  organizers  from  both  extremes, 
but  primarily  the  left,  moved  rapidly  to  exploit  the 
situation. 


29.  Discontent  uniting  the  military  Is  also  u problem 
for  other  thim  economic  Issues.  In  the  years  since  the 
11)7  v wur,  Siulut  bus  been  subjected  to  criticism  by  the 
military  fur  endangering  Egypt's  supply  of  Soviet 
equipment  by  Ills  propaganda  ullacks  on  Moscow. 
Ills  estrangement  train  the  Soviets  and  Ills  close  tics  to 
the  US — despite  Ills  Inability  to  obtain  significant 
quantities  of  urms  from  Washington— have  opened 
him  to  charges  thill  he  condones  US  efforts  to 
reinforce  Israel's  military  superiority  over  Egypt.. 

30.  Egypt’s  National  Assembly  was  revumped  us  a 
result  of  elections  la  October  1970,  and  the  newly 
established  npposilliin  parties  constitute  a source  of 
potential  Independent  criticism  of  governmental  poli- 
cies. Although  the  Assembly's  deliberations  will  reflect 
utid  rnuy  even  have  >m  effect  on  the  popular  mood,  we 
doubt  tliul  tills  body  will  effectively  inject  itself  Into 
inujor  decisions  on  foreign  policy  or  basic  economic 
mutters. 

31.  it  Is  difficult  to  make  a clcur  assessment  of  the 
danger  the  present  political  turmoil  poses  for  Sudut. 
Although  the  government  is  increasingly  unpopular. 
Egyptian  tradition  places  the  head  ofstntc  on  a higher 
plane,  and  thus  provides  Sadat  with  some  potential 
for  disassociating  himself  from  unpopular  decisions. 
None  of  Ills  opposition,  moreover.  Is  well  organized  or 
united,  and  no  civilian  group,  even  If  better  organ- 
ized, would  be  capable  of  overthrowing  the  govern- 
ment. Too  little  is  known  of  sentiments  among  the 
military,  the  only'  force  capable  of  mounting  a coup, 
io  judge  accurately  whether  it  is  dissatisfied  enough  to 
move  against  Sadat. 

32.  Sadat’s  position  will  become  Increasingly 
tenuous  If  there  is  neither  visible  improvement  in  the 
economic  condition  of  most  Egyptians  (the  military 
included)  nor  some  perceived  movement  in  Arab- 
Isracli  peace  negotiations.  Further  negotiating  prog- 
ress would  serve,  nt  least  temporarily,  to  reinforce 
Sadat’s  credibility,  lo  lessen  the  military's  urgency 
about  securing  new  sources  of  weapons,  and  to  divert 
popular  attention  from  economic  woes. 

33.  In  the  absence  of  either  negotiating  progress  or 
economic  Improvement,  widespread  and  violent 
demonstrations  by  workers  and/or  students  could 
occur  again,  and  the  resulting  civil  chaos  could  Induce 
the  military,  even  if  not  organized  for  a move  against 
Sadat,  to  topple  him.  There  is  thus  far  no  evidence  for 
questioning  the  loyalty  of  the  leader  of  (he  armed 
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form.  Minister  nf  Wnr  Cuimisy,  Writ  Ills  role  ns 
spokesinnn  for  the  mllltury  limy  make  Ills  support  of 
Siuliit  increasingly  difficult  In  eoiint  on. 

.11.  Regardless  nf  wlmt  happens  in  the  eeommiy.  If 
there  Is  no  progress  In  negotiations  or  any  likelihood  of 
timely  arms  supplies  from  Western  sources,  the 
military  establishment  will  probably  increuse  pressure 
oil  Suclut  to  establish  a closer  relationship  with  the 
Soviet  Union;  Ills  refusal  to  do  so  could  prompt  a 
military  move  against  him.  We  also  cannot  discount 
the  possibility  that  in  u less  dramatic  fashion  key 
military  leaders— perhaps  led  or  supported  by 
Cuimisy — might  choose  simply  to  announce  Sadat's 
"retirement"  and  replacement  by  some  form  of 


3fk  Tlierc  are  currently  few  domestic  constraints  on 
Sadat's  mandate  to  negotiate  a peace  settlement  with 
Israel;  indeed,  domestic  ills  urr  an  impetus  for  rapid 
movement  in  negotiations,  lint  u new  leadership,  even 
one  of  conservative  political  orientation,  would 
probably  initially  he  weak  domestically  and  uncertain 
about  its  standing  among  the  other  Arab  states,  and 
would  be  hesitant  to  take  the  lead  as  Sadat  has  done 
In  pushing  the  negotiating  process. 

III.  THE  MILITARY  SITUATION 

A.  Capabilities 

37.  The  failure  of  the  USSR  to  replace  all  of  Egypt’s 
wur  losses,  the  reduction  in  Soviet  arms  deliveries,  and 
Israel  s substantial  military  build-up  and  moderniza- 
tion program  since  the  1973  war  have  resulted  In  a 
relative  diminution  of  Egypt's  ability  to  wage  war 
ugninnt  Israel.  This  decrease  la  military  capabilities, 
however,  would  not  necessarily  prevent  Egypt,  to- 
gether with  other  Arab  stutes,  from  undertaking 
military  action  In  achieve  political  objectives. 

3fl.  The  Egyptians  could  currently  mount  a strong 
defense  against  Israeli  attack  or  sustain  offensive 
action  for  a few  days  to  achieve  limited  objectives  in 
the  Sinai.  It  is  doubtful  that  they  could  support 


prolonged  military  action  without  u massive  Infusion 
of  materiel.  These  cnpuhllllles  are  not  likely  to  change 
appreciably  through  the  end  of  1977,* 

39.  Cairo  has  not  been  able  to  find  an  adequate 
alternative  to  the  Soviets  as  a source  of  arms. 
Furthermore,  the  purchase  of  Western  arms  us  nil 
alternative  to  Soviet  military  aid  will  improve  Egypt's 
capabilities  only  over  a period  of  several  ycurs  und  not 
In  the  near  term.  In  ortler  to  maintain  existing 
capabilities  and  to  provide  for  future  force  moderniza- 
tion, u more  effective  arms  diversification  program 
would  have  to  be  established  soon. 

B.  Arms  Diversification 

TO.  The  reduction  of  arms  supplies  from  the  USSR 
und  the  requirement  to  maintain  a credible  mllltury 
readiness  posture  have  given  added  Impetus  to 
Egypt  s search  for  new  sources  nf  arms,  a process 
begun  in  earnest  by  Sudut  In  1974  In  un  uttempt  to 
rclcusc  Egypt  from  its  sole  dependence  on  the  Soviets. 
Since  then,  Egypt  has  laid  only  limited  success  in 
obtaining  weapons  and  spare  parts  from  Western 
Europe  and  Asiu  und  from  Soviet  clients  in  Eastern 
Europe.  In  the  past,  Jupun  sold  minor  amounts  of 
noncombat  materiel  to  Egypt,  but  legal  restrictions 
prevent  Jupan  from  exporting  combut  equipment. 

41.  The  only  other  nations  capable  of  producing 
major  items  of  combat  materiel  for  export  to  Egypt 
arc  the  countries  of  Western  Europe,  the  United  Stutes 
and,  to  a lesser  extent.  China  and  North  Korea.  In 
some  Western  countries,  however,  the  proposed  sale  of 
sophisticated  offensive  arms  to  o Middle  East  bclllgc  - 
cut  has  stirred  sharp  internal  debate  and  has 
prevented  or  delayed  approval.  In  addition,  Cairo  lias 
created  further  problems  by  its  own  Indecision  on 
equipment  purchases. 

42.  Despite  these  difficulties,  Egypt  hus  made  a 
number  of  arms  agreements  over  the  last  two  years 
and  hus  tuken  some  deliveries.  Controcls  have  been 
signed  with  France  for  jet  fighters,  helicopters,  air-to- 
air  missiles,  antitank  missiles,  radar,  naval  support 
equipment,  ammunition,  and  spare  parts.  Similarly, 
contracts  have  been  signed  with  the  UK  for  antitank 
missiles,  helicopters,  hovercraft,  radar,  ammunition. 

• For  a more  detailed  discussion  of  the  military  balance  In  the 
Middle  Fast,  srr  NIK  35/06- 1*76:  Middle  Fast  Military  Baluncc 
(1976-1081).  published  in  August  1976. 


r— 


PPROVED  FOR  RELEASE  CIA  HISTORICAL  COLLECTIONS  DIVISION  AR  70-14  13NOV201: 


and  far  missile  patrol  limits.  All  agreement 

for  electronic  warfare  iimti'flrl  was  ulsn  signed  with 
Italy,  nml  Clilmi  ami  North  Korea  have  promised  to 
supply  small  quantities  of  untlship  missiles,  artillery, 
engines  for  aircraft  an>t  .links,  and  spare  purls. 

41  . The  conversion  from  Soviet-designed  eipilpment 
to  oilier  types,  however,  will  he  a lengthy  process. 
Acquisitions  of  new  equipment  will  continue  to  he 
delayed  by  the  uncertainly  of  monetary  assistance 
from  wealthy  Arab  states.  In  addition,  numerous 
technical  difficulties  will  have  to  he  overcome  In  order 
for  materiel  from  West  European.  US,  or  other 
suppliers  to  he  Integrated  Into  the  Egyptian  logistics 
system,  and  Kgyptlun  mllilury  personnel  will  need 
ucldltlmial  training  in  order  ta  become  proficient  in 
the  operation  of  the  new  weupons. 

41.  Delivery  of  the  turns  ulreudv  ordered  will 
continue  throughout  1977  uud  1978  bet  this  materiel 
will  mil  he  sufficient  to  satisfy  all  requirements— espe- 
cially far  tanks  and  Al’Cs-dnrlng  this  time.  Even  if 
new  contracts  are  signed  Immediately,  substantial 
addltlimul  deliveries  of  West  European  arms  could  not 
ho  made  in  1977. 

•15.  The  materiel  which  Is  rrluined  in  use  will  place 
greater  demands  on  the  maintenance  system  as 
stockpiles  of  Soviet-made  repair  parts  are  depleted. 
Several  measures  have  been  tuken  to  deal  with  these 
problems.  Small  numbers  of  engines  and  unknown 
quantities  of  spare  ports  for  aircraft  und  armored 
vehicles  have  been  obtained  from  Chinn,  North 
Koreu,  France,  und  the  UK.  Guidance  systems  for 
vurlous  missiles  are  being  replaced  by  u French  firm, 
while  limited  numbers  of  MIG-21  engines  arc  being 
overhauled  with  assistance  from  Rolls  Rnycc.  Finally, 
discussions  concerning  the  retrofit  of  T-54/55  tanks 
huve  been  held  witli  Western  firms. 

■IS.  Measures  such  us  these  may  eventually  enable 
the  Egyptians  to  maintain  much  of  their  equipment  in 
serviceable  condition  and  to  prolong  the  useful  life  of 
some  older  items.  The  materiel  readiness  status  of  the 
Egyptian  armed  forces  will  temporarily  decrease, 
however,  while  the  conversion  to  non-Soviet  equip- 
ment is  in  progress. 

•17.  The  desire  to  reduce  dependence  on  foreign 
suppliers  has  also  prompted  Egypt  to  expand  indig- 
enous arms  production.  An  association  known  as  the 
Arab  Organization  for  Industrialization  (AO!)  has 
been  formed  with  Saudi  Arahiu,  the  UAF,,  and  Qatar 


for  the  purpose  of  establishing  u pun-Arub  urnss 
Industry  bused  mainly  on  the  existing  military 
factories  In  Egypt.  The  wealthy  Arab  oil  slates  huve 
provided  u fund  of  $1  billion  to  flounce  purchases  of 
production  machinery  and  technical  assistance  from 
Industrialized  nut  Ions,  mid  Egypt’s  limited  urms- 
productlou  Industry  Is  now  being  expanded.  Present 
output  of  military  materiel  is  still  limited  In  modest 
quantities  of  Infantry  weapons,  ammunition,  explo- 
sives, quartermaster  materiel,  und  transport  vehicles. 

C.  Requests  to  the  US 

■18.  Sudul  has  often  declared  publicly,  und  In  more 
detail  to  visiting  US  officials,  his  Intention  In  seek 
substantial  US  arms  assistance  in  1977,  am!  he  is 
iilmost  certain  to  pursue  the  mutter  with  the  new 
administration  In  the  near  future.  Sudul  has  most 
consistently  mentioned  F-5E  aircraft,  TOW  antitank 
missiles,  and  electronic  equipment  us  being  nl  ihe  top 
of  his  list. 
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52.  Siulal  will  probably  concentrate  otherwise  on 
wcti pons  and  services  oriented  toward  streimthenini! 
Egypt's  ground  form J J 


ulreruft.  Into  the  KgyplUm  inventory  would  require 
some  time.  Furthermore,  there  appears  to  be  no 
compelling  reason  for  Sadat  and  Qudltufl  to  settle 
llielr  quarrel  soon.  Only  uftcr  this  hud  been  achieved 
would  Qadlmfi  consider  allowing  Cairo  to  have  access 
I*1  Ids  stockpile  of  armaments.  Some  spare  parts  could 
he  made  available  hy  Libya,  however,  us  an  incentive 
toward  an  F.gyptiuri-I.lhyun  reconciliation, 

IV.  THE  INTERNATIONAL  SETTING 

A,  Arab  Pressures 


55,  I ruining  In  the  US  for  Egyptian  military  officers 
is  likely  io  he  umnng  Sudul’s  requests.  The  Egyptians 
may  also  seek  minor  US  assistance  In  their  domestic 
arms  production. 

D.  The  USSR 

5-1.  For  at  least  the  short  term.  Egypt  will  continue 
to  seek  additional  assistance  from  Moscow  or  its  client 
states  to  muintuia  Its  Soviet  equipment,  even  if  it 
concludes  more  contracts  with  West  European  pro- 
ducers. Unless  relief,  particularly  on  spare  purls,  is 
given  by  the  Soviets,  the  armed  forces  will  continue  to 
experience  shortages  in  ‘materiel.  The  USSR  now 
permits  only  a trickle  of  military  supplies. 

55.  Sadat  will  remain  under  pressure  from  the 
Egyptiun  military  establishment  to  reach  some  accord 
with  Moscow  on  a substantial  resumption  of  Soviet 
equipment  deliveries,  cither  directly  or  via  third  coun- 
tries. If  a limited  rapprochement  docs  occur  in  the 
months  abend,  the  Soviets  probably  would  only 
gradually  increusc  military  deliveries  rather  than  re- 
sume massive  shipments.  This  level  of  assistance, 
however,  could  not  alter  the  existing  Israeli  superi- 
ority, and  the  still  chilly  relations  between  Moscow 
and  Cairo  rnuke  it  unlikely  that  inussive  shipments 
will  Io-  made  any  time  snail. 

;>6,  A major  potential  source  of  Soviet  military 
equipment  exists  in  neighboring  Libya.  While  the 
operational  status  of  this  equipment,  especially  the 
tanks  and  APCs.  remains  unknown,  any  movement 
anti  integration  of  the  arms,  with  the  exception  of 


1 J'lie  Inis" 

clearly  renounced  (he  Interventionist  tactics  that  Naslr 
used  lo  udviince  pan-Arab  goals  and  to  ensure 
Egyptiun  preeminence  among  the  Arab  states.  Yet 
Sadat,  despite  Ills  greater  Interest  in  Egypt's  domestic 
priorities,  is  determined  to  retain  a mujnr  role  for 
Egypt  in  the  Arab  world,  not  least  In  ensure  that 
Saudi  Arabia  und  llic  other  Arab  oil  producers 
continue  their  substantial  financial  aid. 

58.  Continued  regional  leadership  is  In  fact  a mn|or 
objective  of  Sadat's  domestic  economic  policies. 
Egypt's  importance  today  rests  largely  on  the  fact  that 
it  is  the  principal  Aruhslute  confronting  Israel.  But  by 
attempting  to  build  the  country  economically — what- 
ever the  pruetleal  shortcomings  of  his  economic  policy 
implementation — Sadut  Is  seeking  to  add  an  economic 
dimension  to  its  political  strength.  He  hopes  in  this 
way  Egypt  can  maintain  its  status  as  a significant 
regional  power  beyond  the  time  when  a pcucc 
settlement  with  Israel  might  change  the  focus  of  world 
attention  from  issues  of  war  and  peace  In  the  area  to 
issues  of  oil  and  economics. 

59.  Maintenance  of  Ills  leadership  role  in  the  Arab 
world  is  also,  in  Sadat's  view,  the  only  means  by 
which  he  can  Further  both  his  domestic  and  his  foreign 
policy  goals.  He  can  uchicvc  the  revitalization  of 
Egypt’s  economy  only  hy  attracting  substantial 
financial  assistance  and  economic  cooperation  from 
the  Arab  oil  states,  particularly  Saudi  Arabia:  he  can 
achieve  a peace  settlement  only  by  attracting  the 
political  cooperation  of  the  other  Arab  princi- 
pals—Syria,  the  Palestinians.  Jordan,  and  Saudi 
Aruliia. 
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(10.  Tin*  very  nml  (or  this  cooperation,  however, 
exerts  conflict  inn  pressures  on  Sudut.  While  he  expects 
noMnlosceiice  from  the  other  Arabs  In  Ills  leadership, 
Hie  most  also  accommodate  their 


"relations  with  the  other  Arub  states,  particularly  Syria, 
tend  to  reflect  tills  tension, 

61.  liven  at  the  height  of  Egyptinn-Syrlun  coopera- 
tion during  the  1973  svut.  Sudut  sought  to  avoid  tying 
himself  down  to  full  coordination  of  tactics,  Despite  F 
his  reconciliation  with  President  Asad  ut  the  Riyadh  j 
summit  In  October  1976  and  the  subsequent  forma-  j 
tlon  of  u unified  political  command  with  Syria,  he  will  I 
prohuhly  continue  to  resist  demands  for  close  consul- 
tation with  Asad.  Syria's  Intervention  In  Lebanon 
early  last  year,  moreover,  revived  historic  Egyptian 
suspicions  of  Syriu's  desire  to  dominate  the  eastern 
Arab  wurld.f 


65.  Sadnt  s relationship  with  the  Palestinians  Is  nlso_ 
complex  and  subject  to  frequent  changes]] 


62.  Nonetheless,  Sadat  will  work  to  uvoid  serious 

frictions  with  his  Arab  allies  In  the  interests  of  at  least 
the  minimal  harmony  necessary  for  Aruh-Isracll  peace 
talks,  lilt  most  Immediate  ulm  is  tn  revive  negotia- 
tions, and  ^without  u relatively  solid 

front,  die  Arabs  eunnot  hope  that  Israel  will  move 
toward  negotiations  or  expect  the  US  to  press  Israel. 

63.  So  long  as  negotiating  progress  appears  possible, 
Sadat  will  make  a serious  effort  to  maintain  the 
coalition  among  Egypt.  Syria,  Suudl  Arabia,  the 
Palestinians,  and  Jordan  that  has  been  reestablished 
since  the  Riyadh  siimmlt.r 


66.  The  Palestinians'  greatest  strength  remains  their 
ability  to  play  off  one  Arab  slate  against  another, 
despite  the  debacle  they  have  experienced  In  Leba- 
non. It  Is  unlikely  that  the  Aiuh  states  will  ever 
collectively  ullow  the  Palestinian  cause  to  lie  aban- 
doned, and  Sadnt  must  make  accommodations  to  this 
situation! 


64.  Saudi  Arabia  will  play  an  influential  role  In 
keeping  Sadat's  relations  with  the  other  Arabs  on  an 
even  keel,  but  this  will  be  a subtle  influence  at  most. 
The  Saudis  operate  by  consensus  themselves,  and  their 
greatest  desire  is  to  forge  consensus  among  their  Arab 


67.  In  un  effort  to  accommodate  Israel's  refusal  to 
1 negotiate  svith  the  PI-O.  Sadat  has  in  the  past 
J uttcmplcd  to  persuade  the  Palestinians  and  the  Arab 
states  to  permit  Jordan  to  negotiate  for  the  return  of 
the  West  Bank,  on  the  promise  that  the  territory  could 
thereafter  be  turned  over  to  the  Palestinians.  But  he 
was  unable  to  carry  through  with  this  policy  in  the 
face  of  general  Arab  opposition  at  the  1974  summit  at 
Rabat,  wht-ii  Jordan  was  stripped  of  any  negotiating 
authority  and  the  PLO  was  designated  the  sole 
i legitimate  representative  of  the  Palestinian  people. 


7^ 
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lir  lius  llttlf  choice  lint  to  adhere  to  tin'  current  Arnli 
position  mill  support  rlrituimls  for  establishment  of  un 
Imlcpeiiilcnt  Palestinian  stute  on  the  West  Hunk  unci 
tlie  Gaza  Strip. 

69.  Suiliit  In  fact,  despite  the  lending  role  thnt  all 
Arabs  acknowledge  he  should  play  lu  reviving  peucc 
negotiations,  must  be  a follower  as  well  as  a lender.  So 
long  as  the  other  key  Arab  stutes,  notably  Syria, 
remain  willing  to  negotiate  and  the  more  moderate 
Palestinian  groups  do  not  completely  reject  the 
concept  of  negotiations,  Sadat  will  not  be  deterred 
front  pursuing  a settlement  by  the  pressures  of  radical 
Arabs  like  Libya,  Iruq,  or  the  "rejectlonist"  Palestin- 
ians. But  Sadat  Is  constrained  from  moving  too  far  or 
too  fast  on  the  substance  of  a settlement  by  the  desires 
of  the  very  moderate  stutes  that  he  seeks  to  lead. 

70.  Just  us  he  must  accommodate  majority  opinion 

among  the  Arabs  on  the  Palestinian  Issue,  so  must  he 
tuko  full  account  of  Arab  desires  on  other  negotiating 
Issues.  Sudut  will  not,  by  negotiating  another  bilateral 
Egyptian- Israeli  agreement,  again  risk  the  Isolation 
from  the  Arab  world  or  the  charges  of  treachery  from 
Syria  that  accompanied  his  conclusion  of  the  second 
Sinai  agreement  in  September  1975/  1 
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Relations  with  the  USSR 


limited  rapprochement  with  the  Soviet  Union.| 
would  not  necessarily  mean  a return  In  close  ties  os 
lone  as  Sadat  remained  in  office, f 


82,  A less  substantial  rapprochement  between  Sadat 
and  Moscow,  permitting  a limited  flow  of  arms  to 
Egypt  at  little  cost  to  Cairo  beyond  a few  political 
gestures,  is  possible.  Sadat  will  clearly  maintain 
pressures  on  Moscow  to  resume  arms  deliveries  on 
these  terms,  whatever  Ills  domestic  or  International 
circumstances] 


83.  lie  would  probably  be  prepared  to  offer  In 
return  an  agreement  to  cease  Ills  and  the  Egyptian 
media's  propaganda  uttacks  on  Moscow,  und  he 
might  also  agree  to  Involve  the  Soviets  more  closely  in 
3euce  negotiations] 

he  might  calculate  that.  I I 


~~  jsoinc  consultation  with 
the  Soviets  would  be  Inevitable  in  any  cusc.  It  is 
highly  unlikely  that  Sadat  would  be  willing  again  to 
conclude  a friendship  treaty  with  the  USSR  or  allow 
the  return  of  inure  than  limited  numbers  of  Soviet 
military  advisers.  It  Is  also  doubtful  that  he  would 
renew  the  Soviet  access  to  Egyptian  naval  facilities 
which  Moscow  still  wants. 

8<l.  The  Soviets  would  not  likely  be  satisfied  with 
such  limited  gestures.  Whut  Moscow  seeks  above  all, 
and  whut  Sudat  has  denied  them,  Is  a bilateral 
relationship  which  would  assure  the  Kremlin  that 
Egyptian  policy  meshes  with  basic  Soviet  foreign 
policy  objectives.  The  roots  of  the  Soviet  quarrel  with 
Sadat  thus  are  considerably  deeper  than  Kremlin 
pique  at  Egyptian  polemics,  unhappiness  with  Sadat  s 
economic  policies,  or  even  his  embrace  of  the  US. 
Although  the  Soviets  would  probably  release  some 
arms  and  spare  parts,  if  only  to  retain  influence  wilh 
the  Egyptian  military  and  remind  them  of  what  might 
be  forthcoming,  Moscow  would  not  sec  it  in  Its 
interest,  without  basic  concessions  from  Sadat,  to 
resume  substantial  arms  deliveries.  Such  deliveries 
would  only  serve  to  prop  up  Sadat's  domestic  position 
by  easing  the  military's  principal  grievance  against 
him  without  giving  the  Soviets  any  guarantee  of  the 
permanent  relationship  they  desire. 

185.  The  situation  could  be  markedly  different  if 
Sadat  died  or  voluntarily  resigned.  Those  most  likely 
to  succeed  him — one  of  his  current  advisers  or  a 
collegium  of  these  men 


&r- 
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| would  mnrr  rrmlily  nmkr  pragmatic 
polltlt-til  concessions  to  Moscow  In  older  to  obtain  11 
rslnidv  sininlv  of  nuns.  The  Soviets.  Iiv  the  sonic  token. 


! | would  [irolinlily  agree  to  reestablishing  11 

military  relotlooslil|). 

8(i.  If  Sudut  were  overtluown  In  u military  coup,  the 
likelihood  of  a relnstltutlon  of  closer  Egyptian-Soviet 
tics  would  he  greater  still.  One  of  the  prime  rcusons  for 
a coop  would  lie  dissatisfaction  over  Egypt’s  military 
supply  prolilems.  and  the  new  leaders  would  turn  first 
to  the  supplier  with  whom  they  are  most  familiar  and 
who  could  most  ipilekly  restore  Egyptian  capabilities. 

V.  IMPLICATIONS  FOR  THE  US 

A.  The  Negotiating  Picture 

87.  The  coniine  year  will  lie  of  critical  importance 
not  only  to  Sudat  lint  also  to  the  US  position  In  the 
Middle  Hast.  It  will  lie  a year  In  which  Sadat  himself 
will  lie  tested;  he  has  aroused  In  Ills  people 
expectations  for  economic  improvement,  progress  In 
peace  negotiations,  and  access  to  modern  weaponry, 
and  he  must  begin  to  show  some  results  if  he  Is  to 
survive  for  long  into  1878.  Since  visible  economic 
guins  are  all  but  impossible  in  this  short  a period,  the 
burden  will  fall  on  progress  In  peace  talks  and,  to  u 
slightly  lesser  extent,  access  to  modern  wcupons.  it  will 
also  be  a year  in  which  Sadnt  will  test  the  US;  he  must 
depend  on  the  US  for  progress  on  both  negotiations 
and  to  some  extent  the  arms  lssuc.1  1 


88.  In  uny  negotiations  undertaken  in  1977,  Sadat's 
role  will  be  very  different  from  what  it  was  prior  to  the 
conclusion  of  the  Sinai  II  disengagement  agreement. 
Beginning  with  his  isolation  within  the  Arab  world  as 
a result  of  Sinai  II.  Sudat  bus  lost  some  of  his  regional 
influence.  Furthermore,  events  In  Lebanon  huve 
highlighted  Syria's  ability  to  pursue  its  own  interests 
in  dcfiuncc  of  Egyptian  desires.  Suudl  Arabia,  for  its 
part,  is  exhibiting  a willingness  to  utilize  its  potential 
financial  leverage  with  both  Egypt  and  Syria.  Thus. 


while  Sudut's  views  are  still  important  because  of  Ills 
established  relationship  with  the  American  mediator, 
lie  will  probably  feel  unulile  to  move  into  negotiations 
without  the  concurrence  tif  hull)  Syria  and  Suudl 
Arabia,  mid  lie,  will  be  unable  to  Ignore  their  basic 
substantive  positions  once  negotiations  begin. 


89.  Sadat  Is  sufficiently  euger  In  see  the  negotiating 
process  resume  that  he  will  make  concessions  to  that 
end.  Most  important,  lie  could  he  Induced  to  accept 
any  formula  acceptable  to  Syria  and  Suudl  Arabia 
that  provided  fur  Palestinian  participation.  He  would 
nlsn  show  flexibility  on  matters  such  as  a return  In 
Geneva  this  year  und  the  rule  there  »f  the  UN 
Seeretury-Cenerul.  Should  there  lie  a UN  meeting  In 
the  spring  nf  1977,  Egypt  can  prnbably  lie  counted  on 
to  play  u constructive  rule  provide  she  Is  convinced 
tluil  the  US  Is  making  a serious  effort  to  get  the 
negotiations  underway. 

90.  Sudat  will  not  be  nblc  to  engage  III  negotiations 
with  Israel  In  the  coming  year,  however,  unless  other 
Arub  purtics  urc  also  involved  In  the  process.  He  has 
publicly  declared  tbut  the  step-by-step  approach  to 
negotiations  Is  dead,  und  he  will  not  risk  his  relatively 
gond  relations  with  Syrlu,  Suudl  Arubia,  und  the  PEO 
by  reneging  on  that  promise. 

9).  Sadat  could  engage  in  bilateral  negotiations 
with  Israel  on  the  Sinai  issue  only  If  these  were 
conducted  as  part  of  an  agreed  Arab  strategy  and  as 
part  of  a comprehensive  approach  to  an  overall 
settlement — if,  for  instance,  the  Ccncvn  Conference 
broke  down  into  individual  working  groups  to 
consider  the  separate  territorial  Issues  Involved.  He 
would  lie  careful,  however,  to  uvokl  moving  ahead  of 
the  other  Arabs  and  would  be  reluctant  to  conclude 
uny  purt  of  a settlement  involving  Egypt  without 
progress  on  the  other  fronts. 

92,  Sadat's  position  on  the  Palestinian  Issue — both 
on  participation  in  the  Geneva  Conference  and  later 
on  substuntivc  questions— will  renuire  careful  coordi- 
nation  with  that  of  Serial  T 


cannot  uttord  politically  to  ErTsecn  to~bo  abandoning 
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tin*  I’ult-sl Inlnn  cause,  hut  would  work  with  Syria  In 
shape  tin1  composition  of  Pulcstlnlun  ropri-sniliit Ion  In 
till'  negotiations.  Sudul  could  go  to  Geneva  wlthinil 
llif  1*1.0  Inltliilly,  hill  only  If  Syria  wi-rc  also  willing  Ui 

till  Ml. 

1)3.  On  specific  negotiations  over  Sliml,  Sudut  will 
lie  innstruincd  hy  the  attitudes  of  Ills  fellow  Aruli 
lenders  only  with  regard  to  the  puce  mid  timing  of 
talks  with  Israeli  the  attitudes  of  the  oilier  states  arc 
unlikely  to  have  u significant  effect  on  the  concessions 
Sudut  is  willing  to  inukc  in  those  ncgntlntlmis. 

III.  Sadat  has  often  stated  that  he  would  not  agree 
In  cstuhlish  minimi  diplomatic  relations  with  Israel  us 
part  of  a peace  settlement.  He  has  declared  t hut  lie 
would  he  willing  to  end  the  state  of  war,  hut  Inis 
consistently  held  to  the  position  that  the  full  pence 
that  Israel  seeks  Is  impossible  after  a t|aarler-century 
of  bitterness.  He  holds  that  this  Is  for  the  next 
generation.  Egypt  and  Israel  are  both  engaged  la  a 
process  of  preserving,  through  their  public  statements, 
established  positions;  for  this  reason,  as  well  as  for 
reasons  of  Aral)  solidarity,  Sadat  cannot  lie  expected 
to  alter  his  line  on  this  point  prior  to  the  onset  of 
negotiations. 

95.  Once  negotiations  begin,  the  extent  of  Egyptian 
concessions  will  he  conditioned  to  n lurge  degree  hy 
Israeli  positions;  as  such,  they  arc  difficult  to  predict. 
However,  Sadat  cun  he  expected  to  he  greatly 
influenced  both  hy  the  extent  of  the  Israeli  with- 
drawal from  the  Slnui  and  the  umount  of  time  over 
which  an  agreement  were  to  be  implemented.  It  does 
not  seen!  improbable,  for  example,  that  Sadat  would 
agree  to  end  the  state  of  belligerency  for  something 
less  than  an  Israeli  return  to  the  1967  borders  if,  by  so 
doing,  he  regained  the  vast  majority  of  occupied 
Kgvptian  territory,  although  in  such  an  ugreement  he 
would  not  renounce  Egypt's  right  to  recover  the  arcus 
still  under  occupation. 

96.  Another  approach  that  might  be  acceptable  to 
Sadat  would  lie  a protracted  phasing  of  Israeli 
withdrawals  and  Egyptian  political  concessions,  cul- 
minating in  Israeli  withdrawal  on  all  fronts  to 
something  close  to  the  1967  borders  and  substantial 
normalization  of  relations.  This  would  permit  Sadut  to 
agree  only  to  the  principle  of  normalization  of 
relations  upon  signing  the  agreement  and  would  allow 
him  to  point  to  a time-frame  consistent  with  his 
assertion  that  full  peace  is  something  for  the  next 


generation.  Apart  from  probable  Israeli  unwillingness 
to  \vithdruw  almost  to  the  1967  borders  only  for  an 
end  In  belligerency,  (lie  difficulty  of  such  an  approach 
lies  with  Sudut's  desire  to  keep  in  step  with  Syriu,  the 
Palestinians,  and  Saudi  Arnhiu. 

97.  Sudut  could  probably  also  accept  demilitariza- 
tion of  uny  territories  returned  to  the  Arabs,  and  some 
degree  of  phased  improvement  In  Arab  relations  with 
Israel.  He  would  ho  highly  sensitive,  however,  to 
whether  tlie  US  was  Inducing  comparable  concessions 
from  Israel  mid  would  consider  that  its  Inability  nr 
unwillingness  to  do  so  reduced  its  credibility  us  nil 
objective  mediator.  Tills  would  be  especially  true  of 
any  attempt  on  the  part  of  the  US  to  push  Egypt 
toward  full  normalization  of  relations  with  Israel 
within  svlint  lie  views  ns  an  unrealistic  lime  period. 
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